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SUBJECT: POSSIBLE CHANGES TO BANANA TAX SYSTEM 

GUATEMALA FOR ROCAP 

1 . BEGIN SUMMARY. THE COSTA RICAN GOVERNMENT IS CONSIDERING POSSIBLE 
CHANGES IN ITS SYSTEM OF TAXATION FOR THE BANANA 

INDUSTRY, TO INCREASE ITS COMPETITIVENESS, AN EMBOFF LEARNED FROM A 
RECENT CONVERSATION WITH THE KEY BANANA ADVISOR IN THE MINISTRY OF 
ECONOMY, INDUSTRY AND COMMERCE. END SUMMARY. 

2. THE PROPOSED NEW SYSTEM BEING PROMOTED BY THE BANANA 
ADVISOR WOULD HOLD CONSTANT THE GOVERNMENT'S REVENUE 
FROM THE BANANA INDUSTRY FOR A PERIOD OF YEARS, THEREBY 
ENCOURAGING THE INDUSTRY TO EXPAND PRODUCTION. WITH 
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TAX PER BOX OF BANANAS WOULD FALL, MAKING COSTA RICA 
MORE COMPETITIVE AS A PRODUCER OF BANANAS. THIS WOULD 
TAKE ADVANTAGE OF CURRENT FAVORABLE BANANA PRICES AND 
ENABLE COSTA RICA TO EXPAND OUTPUT OF A PRODUCT IN 
WHICH IT ENIOYS A COMPARATIVE ADVANTAGE IN TERMS OF 
PRODUCTION CONDITIONS AND PROXIMITY TO THE MARKET. 

THE SOURCE IS ALSO APPARENTLY CONCERNED ABOUT POSSIBIL- 
ITIES THAT 

IEW EXPORTERS, SUCH AS BRAZIL. WILL ENTER WORLD 

MARKETS AND, ALTHOUGH HE DID NOT SAY SO, A MORE FAVORABLE 

TAX REGIME IN COSTA RICA WOULD HELP WARD OFF THAT DANGER. 

3. IN RETURN FOR THE MORE FAVORABLE TAX SYSTEM, THE 
BANANA COMPANIES WOULD BE EXPECTED TO DROP THEIR LEGAL 
CHALLANGES TO THE CONSTITUTIONALITY OF THE COSTA RICAN 
BANANA TAX SYSTEM AND TO AGREE TO TERMINATION OF THE 
"CONTRACT LAWS" WHICH FIX THE CONDITIONS UNDER WHICH 
THEY OPERATE IN COSTA RICA. GETTING RID OF THE LEGAL 
CHALLENGE TO ITS TAX AUTHORITY AND ABOLISHING 
"CONTRACT LAWS" WHICH ARE REGARDED AS A DEROGATION OF 
COSTA RICAN SOVEGBIGNTY WOULD BE CONSIDERED A MAJOR 
GAIN BY THE COSTA RICAN GOVERNMENT. 

4. THE POLITICAL COST OF SUCH A CJW DEAL WITH THE 
BANANA COMPANIES COULD ALSO BE GREAT. OPPONENTS OF 
THE GOVERNMENT COULD BE EXPECTED TO CHARACTERIZE THE 
DEAL AS A SELLOUT AND A BACKING AWAY FROM THE $1 PER 

BOX BANANA TAX ONLY SO RECENTLY ACHIEVED. (IN REALITY THE TAX 
IS ONLY 45 CENTS BUT OIE GOVERNMENT ASSERTS THAT ITS 
SYSTEM YIELDS, IN EFFECT, ONE DOLLAR PER BOX, TO COSTA RICA 
IN THAT THE PRICE PAID BY BANANA COMPANIES TO INDEPENDENT 
GROWERS WAS INCREASED BY ABOUT 55 CENTS PER BOX. THIS 
IS TRUE WITH RESPECT TO SOME GRTIBS AND WITH RESPECT 
THEREFORE TO A PORTION OF THE COSTA RICAN BANANA CROP). 

BECAUSE OF THIS PROBABLE POLITICAL COST, THE SOURCE IS NOT AT 
ALL SURE THAT HE WILL BE ABLE TO CONVINCE HIS GOVERNMENT TO ADOPT 
HIS PROPOSAL, BUT A REVIEW OF THE BANANA TAX SYSTEM WILL 
TAKE PLACE WITHIN THE NEXT MONTH OR SO AND SOME CHANGES 
IN BANANA TAXATION MAY EMERGE. 
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5. THE EMBASSY IS ALSO SCEPTICAL THAT THE GOCR WILL BE 
WILLING TO ADOPT THE SYSTEM DESCRIBED HEREIN, BUT IT 
IS A HEALTHY SIGN THAT THE GOVERNMENT IS APPARENTLY 
PREPARED TO GIVE SERIOUS CONSIDERATION TO POSSIBLE 
MEANS OF MAINTAINING OR IMPROVING COSTA RICA'S 
COMPETITIVE POSITION AS A BANANA PRODUCER. 

6. WITHOUT SOME INCENTIVE OR STIMULUS TO THE INDUSTRY. 
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THE OUTLOOK IS FOR A GRADUAL DECLINE OF BANANA PRODUCTION 
IN COSTA RICA. SOME 1,200 HECTARES OF BANANA LAND WAS 
CONVERTED BY UNITED BRANDS TO AFRICAN OIL PALM PRODUCTION 
IN 1975 AND ANOTHER PARCEL OF ABOUT THE SAME SIZE IS BEING 
GIVEN LIMITED MAINTENANCE THIS YEAR PREPARATORY TO TAKING IT 
OUT OF BANANA PRODUCTION. TOTAL BANANA PRODUCTION IN 1975 
WAS ABOUT 55 MILLION BOXES AND PRODUCTION IN 1976 
IS EXPECTED TO BE ONLY ABOUT 52 MILLION, ACCORDING TO 
THE SAME SOURCE. 

LANE 
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